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SOCIAL CAPITAL AND THE SECOND-GENERATION THEORIES
OF COLLECTIVE ACTION: AN ANALYTICAL APPROACH TO THE FORMS OF
SOCIAL CAPITAL

T. K. Ahn and Elinor Ostrom

[.INTRODUCTION: TWO UNDERSTANDINGS OF SOCIAL CAPITAL

Over the past decade, the idea of socia capital has been utilized in multiple empirical
studies that are of interest to most social scientists. More theoretically oriented scholars,
however, participate in the socia capital discourse as critics of the concept’ s ambiguity. Arrow
(1999) asks in what sense social capital is a capital. Solow (1999) characterizes social capital
research as plagued by “vague ideas’ and “ casual empiricism.” Durlauf (1999, 2002,
forthcoming) and Manski (2000) seem to agree with Solow.

The frequent efforts by social capital researchersto clarify the meaning of social capital
(Foley and Bob, 1999; E. Ostrom and Ahn, 2001; Paxton, 1999; Portes, 1998; Putnam, 2000;
Turner, 1999; Woolcock, 1998) have not yet been fully successful in making skeptics understand
what social capital is, let alone converting them to agree with the theory’ s main ideas (Baron,
Field, and Schuller, 2002). We do not think that the skepticism is totally ungrounded. We argue
that the key step towards making social capital aless confusing concept isto clearly defineit and
relate it to the other forms of capital, to identify its forms, to clarify the meaning of each of the
forms of social capital, to establish causal relationships among the forms of capital and their
consequences for those sharing diverse combination of forms of social capital, to develop better
measures of social capital, and to design stronger empirical studiesto test social capital theories.

Thisis more than we can do in one paper (or even one book). Thus, we will concentrate here on



an effort to clarify one of the key confusions we have noted in the way that social capital has
been defined in the literature.

All forms of capital involve investments that increase the probability of higher returns
from individual and joint efforts over afuture time period. Physical capital iseasier to
understand as it involves deferring consumption in order to invest in physical infrastructure and
tools that the investor(s) hope will increase the productivity of future activities. Physical capital
isthe easiest form of capital to measure given its objective form even though assigning avalue to
physical capital involves very similar problems to those of valuing other forms of capital. When
scholars first introduced the concept of human capital (Schultz, 1961), it took time for the
usefulness of this concept and ways of measuring it to be accepted. The concept of human
capital is now recognized as a useful concept and a major factor in economic productivity.

Broadly speaking, socia capital isaset of values and relationships created by individuals
in the past that can be drawn on in the present and future to facilitate overcoming social
dilemmas.! Those who directly benefit from their own or others' past efforts in building these
patterns may be asmall or large group. The externalities from the use of social capital may be
positive (when a group of neighbors cleans up a neighborhood) or negative (when a gang of
youth protect their turf) (see E. Ostrom, 1999 for a discussion of the dark side of socia capital).
Socia capital reflects away of conceptualizing how cultural, structural, and institutional aspects
of small to large groups in a society interact and affect economic and political change. It isacore
concept of a synthesizing framework that can be applied whenever collective endeavors of

individuals are critical in achieving a collective goal.

! We do not mean this as a“functional” definition whereby social capital exists only if it produces a positive
outcome. Durlauf (2002) points out that some definitions of socia capital are too functional to be put under
empirical scrutiny. We present the causal aspect of our theory in our discussion of the forms of social capital.
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We identify trustworthiness, networks, and institutions as three basic forms of social
capital. Alternative ways to refer to the forms of social capital exist, but we choose the concepts
that are more commonly found in the collective action literature. Thisis because we believe that
the theories of collective action, especially its second-generation versions that incorporate
heterogeneous preferences of individuals, are the key building blocks in constructing a
theoretically sound social capital perspective. Trustworthiness, networks, and institutions are
capital in the broad sense that they serve as independent inputs to economic and political
processes and outcomes. These forms of capital do not aways satisfy the conditions for being
capital that Arrow (1999) puts forward?, but neither do human and physical capital (for
elaboration, see E. Ostrom and Ahn, forthcoming: Introduction).

We think that one of the most important reasons why the concept of socia capital appears
to be so ambiguous is an often-unnoticed divide within the social capital camp itself. One set of
social capital researchers bestows priority to a group’s cultural factors (summarized in this paper
as people’ s trustworthiness). Others maintain the mainstream neoclassical approach in which
values and cultural factors are epiphenomenal to structural incentives. The positive effect of
social networks on facilitating collective action is well agreed upon. The fact that institutions can
aso have significant roles in cooperation is without doubt, even though whether or not to include
ingtitutions as aform of social capital isamatter under debate. The critical divide exists with
regard to trust, trustworthiness, norms of reciprocity and their place in a causal framework of
socia capital. The difficultiesinvolved in articulating the meanings of such concepts have

hidden the potentially critical divide between the two approaches for understanding social

2 Arrow puts forward three aspects implied by the concept of capital: “(a) extension in time; (b) deliberate sacrifice
in the present for future benefit; and (c) alienability” (1999: 4).
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capital. But when analytically acute critics try to understand and reconstruct causality implied in
social capital theories, the often-implicit difference among the researchers of social capital
frustrates the analyst’ s attempt.

We include characteristics of socia structure and institutions as forms of social capital.
But we take the non-reductionist view that trustworthiness — aterm referring to the
characteristics of individual preferences that facilitate individuals to behave cooperatively in
socia dilemmas even in the absence of structural and institutional incentives to do so —is not
only anon-reducible but also acritical form of social capital. The difference between the two
approaches to social capital are often subtle and a ssmple dichotomy does not fully capture it.
Consider the following two quotes™

Socia capital can be defined ssimply as an instantiated set of informal values or

norms shared among members of a group that permits them to cooperate with one

another. (Fukuyama, 1999: 16; our italics)

... Socia capital refersto connections among individuals — socia networks and

the norms of reciprocity and trustworthiness that arise from them.... A society of

many virtuous but isolated individuals is not necessarily rich in socia capital.

(Putnam, 2000: 19; our italics)

Fukuyama is probably the strongest proponent of the primacy of cultural aspectsin social
capital.* Bowles and Gintis's (2002: 1, quoted in Durlauf, 2002: 2) view that “[S]ocial capital
generally refersto trust, concerns for one’ s associates, awillingness to live by the norms of one’s
community and to punish those who do not” seemsto be in agreement with that of Fukuyama.

Thisview is also echoed by Donalson (2001: 5), who in his discussion of “the ethical wealth of

nations’ statesthat “... [M]orality may create an economic advantage for nationsin ways

% We thank Durlauf (2002: 2) for quoting these two views side by side, even though his main purpose is not to
contrast them.

* Also see Fukuyama (1995) in which he makes an explicit argument that culture defined as “values and habits’ of
individualsin asociety isthe critical factor affecting the society’ s economic performance.
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broader than the notion of an idealized market.” Y amagishi’s (2001: 143-45) argument that the
term “trust” be reserved for beliefs on others’ pure motivations — defined as trustworthinessin
this paper —isanotion of trust that corresponds to this cultural view of social capital.

Interpreting the quote from Putnam is subtler. It depends on what he means by “norms of
reciprocity and trustworthiness.” If they refer to Fukuyama's “values,” then Putnam is arguing
that connectedness changes individuals' values. Putnam himself notes “[P]eople who have active
and trusting connections to others --- develop or maintain character traits that are good for the
rest of society. Joiners become more tolerant, less cynical, and more emphatic to the misfortunes
of others’ (Putnam, 2000: 288)

Another interpretation exists, however, that does not require values or value changes to
explain norms of reciprocity and trustworthiness. It is a well-established result among game-
theorists that certain characteristics of social structure tend to facilitate cooperation even without
changes in payoff structures — such as repeated interactions among a set of actors and networks
that convey information of actors' intention and behavior to others within the network. The
overall connectedness of a society, especially through what Granovetter (1973, 1985) calls
“weak ties’ facilitates collective action at alarger scale. If Putnam’s quote isinterpreted as such,
it is possible to reduce those moral and cultural concepts to the beliefs (trust), strategies
(cooperation), and behavioral patterns (reciprocity) grown out of the fundamentally selfish
incentives provided by socia structure. Hardin’s (2002, forthcoming) “encapsulated interest”
view of trust may be the notion of trust consistent with this view of social capital.

Economists have studied trust as a problem of reputation using various forms of repeated
games. In those games, self-interested players sustain cooperation not because they care about

others, but because they try to maximize their own gains over time (Fudenberg and Maskin,
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1986; Kandori, 1992; Kreps and Wilson, 1982; Rubinstein, 1979; Tirole, 1996). Annen (2002)
and Henning (2002) provide formal theories of socia capital that describe how the various forms
and degrees of connectedness, and the reputation effect stemming from them, result in
cooperative behavior by individuals who are selfishly motivated. Social capital becomes, in this
view, not much more than a new framing device for the theoretical results that have been well-
known to economists for along time. Using concepts such as trust, reciprocity, or culture to refer
to such reputation effects may seem to obscure what is being argued; that is precisely the point
Jackman and Miller (1996a, 1996b) make “against” social capital. (Also see Manski, 2000, who
recommends that scholars economize on theoretical concepts.)

The problem arises when one aspect of social network effect, which has been the subject
of reputation economics, is exclusively advocated as the theory of social capital. We think that
the contrast should be made explicit to clear out the conceptual ambiguities surrounding the
concept and to construct a general causal theory of socia capital. In this paper, we develop a
theory of social capital that is consistent with the non-reductionist view that takes heterogeneous
individual values (or preferences) serioudly. In our previous works on socia capital (E. Ostrom
and Ahn, 2001; E. Ostrom and Ahn, forthcoming: Introduction), we argued that the concept of
social capital should be located in the framework of second-generation theories of collective
action. In Section 1, we discuss the second-generation theories of collective action as theoretical
underpinnings of the non-reductionist approaches to social capital. In Section I11, we discuss the
three forms of socia capital — trustworthiness, networks, and institutions — as they affect trust
and collective action. Our focus will be on trust, since the subtle differences in understanding the
meaning and sources of trust isthe key in dividing reductionist and non-reductionist views on

socia capital. In Section 1V, we discuss the subtleties in the concepts of trust and
7



trustworthiness. In our concluding Section V, we discuss future directions in the conduct of

social capital research.

1. SECOND-GENERATION THEORIESOF COLLECTIVE ACTION

The economic and political performances of societies, from villages to international
communities, depend critically on how the members of a community solve the problem of
collective action. Contemporary theorists of social capital, almost without exception, open their
discourses on social capital by placing the problem of collective action at the center of economic
and political problems. The linkage of collective-action theories and the social capita approach
is, a best, incomplete up to now. Social capital researchers use the collective-action paradigm
primarily to frame their research problems. Incorporating forms of social capital, such as
trust/trustworthiness, networks, and institutions, into a collective-action framework is a frequent
approach in narratives, but is less often used in analytically rigorous formal models.

Theories of collective action concern social dilemma settings in which there is a group of
individuals, acommon interest among them, and potential conflict between the common interest
and each individual’ s interest (Olson, 1965). Collective-action problems arise whenever
individual s face alternative courses of actions between short-term self-regarding choices and
those that, if followed by alarge enough number of individuals, benefit all. The problem is one
of overcoming selfish incentives to achieve mutually beneficial results. Overcoming social
dilemmasis not that easy; whatever others do, an individual is aways better off by choosing not

to cooperate with others. The game of the Prisoner’ s Dilemmais often used to characterize social



dilemma situations succinctly.® Social dilemmas have been considered the central problem of
political science (E. Ostrom, 1998). As Arrow notes, even the basic and simple form of market
transaction involves the problem of trust. Democratic governance also involves a variety of
collective action problems at different scales that boundedly rational citizens must somehow
confront and overcome (Lupia, M cCubbins, and Popkin, 2000).

The first generation of collective-action theories (Olson, 1965; Hardin, 1968) concluded
that individuals could not achieve joint benefits when left by themselvesif they werein a
situation where everyone would benefit whether or not they contributed to the effort. The ways
of overcoming the supposed inability of individuals to solve these problems included regulation
by an external authority, provision of selective incentives, or privatization. The first-generation
collective-action theories were avalid criticism of the naive belief that individuals with common
interests would voluntarily act to achieve those common interests, expressed by earlier group
theorists such as Bentley (1949) and Truman (1958). Research on collective action has shown
that the first-generation theories, while not entirely wrong, are partial theories rather than a
genera theory. They only represent the limiting case of the ways that collective-action situations
are structured and how individuals cope with them (Blomquist, 1992; Bolton and Ockenfels,
2000; Feeny et al., 1990; McCay and Acheson, 1987; National Research Council, 2002 — to
name just afew relevant studies).

In particular, the universal selfishness assumption of the first-generation theories has
been repeatedly rejected by empirical research conducted in the field and the experimental

laboratory (see E. Ostrom, 1998 for an overview of this research). One cannot, however, replace

® See E. Ostrom, Gardner, and Walker (1994) for other formal games representing broad sets of social dilemmas that
are characteristic of efforts to government and manage common-pool resources as well as extensive empirical
research.
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the universal selfishness assumption with a universal altruist assumption.® Individuals do exist,
who are concerned only with their own immediate material gains, at the expense of others. At
the same time, there is also a significant proportion of individuals who, in game-theoretic terms,
have nonselfish utility functions or, in other words, have intrinsic preferences. They take into
account other individuals’ interests as well astheir own in the decisions they make (Frey, 1994,
1997). Further, nonselfish individuals differ among themselves in terms of the extent to which
they depart from purely selfish motivations. The actual choices of individualsin socia dilemmas
are strongly affected by various contextual factors (Frohlich et a., 2001).

Unlike first-generation theories of collective action that presuppose universal selfishness,
second-generation collective-action theories acknowledge the existence of multiple types of
individuals as a core principle of modeling human behavior (E. Ostrom, 1998, 2000). In addition
to continuing to use standard noncooperative game theory — the key modeling tool of the first-
generation collective-action theories — second-generation theories also use behavioral and
evolutionary game theories (Camerer, 1997; Gintis, 2000; Henrich, 2000) as well as other
evolutionary models (Kurzban, forthcoming). Many models of collective action based on
behaviora or evolutionary game theories still use the solution concepts of the standard
noncooperative game theory. They address new kinds of questions, however, that are
particularly relevant to social capital research. For example, one of the main concerns of
behavioral game theory is the problem of social motivations, which has a direct implication to
the discussion of trust and trustworthiness in social capital research (see Glaeser et al., 2000).

Another example is the problem of endogenous preferences, akey issue in evolutionary game-

® Frohlich and Oppenheimer (2000: 91) review their own earlier experiments where they found that self-interested
behavior was the modal observed behavior, but that “other-regarding behavior was far from negligible. Averaging
across the test dates, 57.3 of all subjects made some other-regarding choices.”
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theoretic approach to collective action (Bowles, 1998, 2000; Guth and Y aari, 1992; Guth and
Kliemt, 1998; Guth, Kliemt, and Peleg, 2000), that provides away to model the historical
interaction between the institutional structures and individual learning about how to be good

citizens described by Putnam (1993) and by Frey and Stutzer (2002).

[11. TRUST AND THE FORMSOF SOCIAL CAPITAL

In spite of the concept’ s intuitive appeal, alack of consensus concerning the exact
meaning of trust complicates current discussion of social capital. The first problem is whether to
define trust behaviorally or cognitively. Trust itself isakind of belief but not an action per se.”
Even in situations in which trusting immediately implies acting on that trust, the two are still
conceptually distinct. Hardin (2002: 58-60) documents how often scholars fall into the trap of
using the term trust asif it isan action. The kind of action resulting from trust can be called in
severa different ways depending on the context and emphasis. Cooperation is the standard terms
in collective action situation in which a conditionally cooperative individual acts on a belief that
others would also cooperate. To highlight that the action is based on trust, “entrusting” may be
an acceptable term. Often times, especialy in simple game models (e.g., see Bohnet, Frey, and
Huck, 2001), modelers use trust to refer to an action, but this practice has more to do with
communication with readers than the modelers position on whether trust is an action or a belief.

They would not, thus, we think, disagree that entrusting or cooperation isin fact a better term.

" Other cognitive terms such as assessment (Gambetta, 1988), expectation or even knowledge (Hardin, 2002) may be
used. But knowledge is arather too strong term. Because knowledge implies process and factual information while
trust, even when the level of trust is extremely high, is a belief about things that are not yet observed. In this case, of
course, the unobserved factor isthe trustee’ s action. Knowledge of the factors that affect trustee’ s not-yet-observed
behavior may serve as the basis for avery strong trust. But still, knowledge and belief are different. Trust is abelief
to be verified, and often fails at that.
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Second, those who understand trust as — consistent with lay view and dictionary
definitions — a cognitive concept, diverge on their emphasis of the sources of trust. Many
philosophers, sociologists, and psychol ogists have treated trust primarily as a personal
disposition rather disjointed from the objective or rational basis.® The majority of researchers
seem to treat trust as akind of rational belief —in the sense of being grounded on the objective
states of the world. Due to social and educational influences, an individual may have a higher
level of trust than another, other things being equal. This possibility cannot be entirely dismissed.
However, individuals also learn by experience and update their expectations. Overall, itis
reasonabl e to assume that those experiences (including secondary, indirect experiences) will
have to be reflected in a person’ s expectation of the way others behave.

The key debate among those who agree on trust as a grounded expectation is over the
primary sources of trust. Where does this expectation of certain behavior come from? Before
discussing that, let us define the class of social situations in which trust matters. The situation
can be summarized by what has been called the simple trust game — using the term “game’
loosely as an action situation — which can be viewed as a modified sequential prisoner’s
dilemma game (see Figure 1). We present a simple 2-person game — not because we think that
most collective action problems are limited to 2-person situations -- but rather because a 2-
person game helps us to illustrate the dilemma clearly.

In the action situation depicted, atrustor must decide whether or not to take a certain
action, which is generically caled entrusting. If the trustor decides not to entrust, the status quo
ismaintained. If the trustor entrusts, it is the trustee’ s turn to choose whether to reciprocate or

exploit. Entrusting and reciprocating result in the mutually beneficial payoff set of (2,2). But the

8 Again, Hardin (2002) provides a succinct and critical guide to several such views.
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selfish incentives for the trustee is to exploit and obtain a payoff of 3, which leaves the trustor a
payoff of —1. Thisisworse than the status quo. Note that the interactive decision tree of Figure 1
does not constitute a game in the strict game theoretic sense. The reason is the payoffs at the end
of the decision tree are not final utilities but rather aform of socially-valued, objectively-

measurable material objects (such as profits).

FIGURE 1. A Trust Situation

Trustor

Entrust

(0,0 Trustee

Explgit eciprocate

(-1, 3) (2,2
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First, the trust situation involves another human actor who has the freedom to choose
between at least two alternative actions once entrusted: one that is essentially reciprocal and the
other essentially exploitative.® Of course we can easily envision a situation in which once
entrusted, the trustee has a continuum of choices with two extremes of full reciprocation and
complete exploitation. It is also possible that the trustor has a continuum of choices (asis often
implemented in some experimental games — see, e.g., Glaeser et al., 2000).

Second, for the trustee, the choice of exploitation provides a higher material payoff. This
rules out assurance games as relevant. In an assurance game, the belief of afirst mover isthat
the second mover will choose an action that is consistent with the first mover’s interest based on
the second mover’ sinterest and not on trustworthiness as such. In an assurance situation, two or
moreindividuals' interests coincide. Thus, the only problem isfor all to choose a coordinated
action. Thetrust situation depicted in Figure 1 would change to an assurance situation if we
changed the trustee’ s payoff of 3 following exploitation into something less than 2. Then the
trustee’ s choice of reciprocating would generate the highest objective payoff not only for the

trustor, but to trustee as well.*°

An exampleisthat when we drive on a highway in the right lane
and see a car approaching from the other side of the road (also on the right lane from the other
car’s perspective), we believe that the other driver will not change lanes. The reason for such a
belief is of course that we tend to think that the other driver caresfor hisor her own life.

The three forms of social capital we propose — trustworthiness of people, social networks,

and institutions — are three primary reasons for a trustee to behave reciprocally, aswell asfor a

trustor to believe that the trustee would reciprocate. The two different approaches to social

® Those two actions may be called by different sets of names such as honoring and betraying (Bohnet, Frey, and
Huck, 2001) or cooperating and defecting in a standard collective action terminology.
19 Then of course, using the languages of trust situation would no longer appropriate.
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capital discussed in Section | differ in terms of which among the threeis central, which are
secondary or even epiphenomenal, and what are the causal relationships among the three factors
and between them and trust and collective action. Below we elaborate on the three sources that
facilitate the outcome in which trustor entrusts and the trustee reciprocates.

Trustworthiness. By trustworthiness we refer to the characteristics of the trustee’s
preference. As numerous one-shot experiments using prisoner’ s dilemma type monetary payoff
structures have shown (see, e.g., Ahn, Ostrom, and Walker, forthcoming), a significant number
of individualsin the trustee’ s position do choose to reciprocate. At the same time, not all do.
The fact that the magnitude of the gains from exploitation matters (Ahn et a., 2001; Clark and
Sefton, 2001) indicates that individuals are distributed on a continuous scale of trustworthiness.
In other words, the size of the internal parameter that the individual assignsto behavingin a
trustworthy manner varies across individuals (Crawford and Ostrom, 1995). Behaviora game
theorists (Fehr and Schmidt, 1999; Bolton and Ockenfels, 2000) have developed formal models
to reflect such motivational heterogeneity. While trustworthiness is an effective term to refer to
the characteristics of individual preferencesin atrust action situation, different terms may be
used in other contexts. “Habits’ are “values’ (Fukuyama, 1995: 33-35) are such terms. In that
context, the culture of a society is the preferences or the “habits and values” of individuals
aggregated at a societal level

Networks. If the trust situation depicted in Figure 1 is repeated, or embedded in a social
network composed of potential future partners of transaction, the trustee is more likely to

reciprocate when entrusted. Many theoretical arguments, from Granovetter (1973) to Axelrod

™ For amore precise formalization of culture in this manner, see Ahn (2001). For an earlier discussion of the habits
of the heart and mind, see Tocqueville (1990) and V. Ostrom (1997).
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(1981), have provided the logic behind such aresult. Notice that individuals do not need to
possess the character of trustworthiness defined in this paper, to refrain from exploiting a trustor
in these contexts. Suggestively enough, the title of Axelrod’s seminal article is* The Evolution of
Cooperation among Egoists,” implying that the repetition of the situation, not the intrinsic
motivation of players, isthe key facilitator of cooperation.

Ethnicity is frequently tightly associated with the concept of social capital — but it isthe
networks that ethnic groups may create that is aform of social capital rather than ethnicity as
such. Landa (1994) carefully analyzes the strategies used by “ethnically homogeneous middle-
men groups’ — particularly Chinese traders — to develop codes of behavior and to sanction one
another for known breaches of trust. Once a reputation for cooperative behavior is established,
trust enables these ethnic networks to operate in many developing countries where institutions,
such as courts and police, are weak or non-existent.

Part of the explanation for the effectiveness of the ethnic networks is based on reputation,
but Landa stresses that importance of shared norms in making these networks effective as well.
Reputation for trustworthiness enables members of an ethnic group to be trusted by outsiders.
Ethnicity may be drawn on by individuals as an identifiable tag that is useful in making
predictions about the trustworthiness of othersin situations where participants know each other’s
ethnicity but not each other, and when an ethnic group has acquired a strong reputation for
trustworthinessin particular types of situations. Whether ethnicity can be drawn on more
generally to generate positive direct and indirect returns depends to a large extent on the forms of
governance devised to encourage mutual tolerance and allow substantial self-organizing within a
broad framework of law (V. Ostrom, 1979). In hisrecent book, Bates (2002) anayzes

governance regimes in Africa where ethnicity has been used to organize violence against other
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ethnic groups. Unfortunately, the human animal has a strong orientation to band “together” but
also to band against those perceived to be “the others.” While ethnicity may be used as a source
of social capital, it isfirst of al agroup attribute. One has to make a case for how this attribute
may be used by those holding it as aform of capital rather than simply assuming that it —and
many other group attributes —is aform of social capital.

Anindividual embedded in a network of on-going relationships may not really care what
happens to another member of a network who istemporarily in the position of the trustor. In fact,
she might only care what happens to herself and she may want more of the material object that is
at stake. But the trustee embedded in a network knows that it isin her interest not to exploit, but
to reciprocate and keep the relationship going. Following that course of actions would generate a
stream of income into the future, which is greater than the gains from an immediate exploitation.
Networks with the capability of reliably transmitting information to others also encourage
cooperative behavior. Other members of the network will be informed of what a trustee does
now and probably condition their dealings with the trustee on the trustee' s current behavior.
Therefore, though exploiting atrustor gives more to the trustee now, it limits the trustee's
chances to interact with othersin the network and to reap future income within the network.

Institutions. Individuals have invested considerable time and effort into the crafting of a
diversity of rulesrelated to many collective action situations through all the ages. Institutions are
the enforceabl e prescriptions used by groups of individuals in multiple forms of organizations,
ranging in scale from the household to international regimes. Institutions are thus avery
important form of social capital in that they may provide sufficient deterrents to greatly increase
the likelihood that trustees will behave in reciproca ways even when they face very high

material temptations to break the trust placed in them. Like all forms of capital, institutions vary
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in their strength and value. When a court system is judged by participants in market
relationships to involve very high costs (in legal and illegal “fees’ and delays), the presence of a
court system does not effectively change the incentives of atrustee to yield to temptation.

Laws and the rules of an organization may reliably punish exploitation of othersina
given trust situation and thus increase the likelihood of collective action. If | don’t send the
merchandize you ordered on-line and that you have already paid for, you may report me as
fraudulent to the relevant authorities, and | may be prosecuted. | fear that and when institutions
are effective, | would rather reciprocate than exploit. Y ou know that | know this (you have a
positive expectation of being reciprocated by me when you entrust me), and thus entrust me.

Thus, the general causal picture of Figure 2 shows how trustworthiness, networks, and
institutions can operate to facilitate better outcomes in collective action situations. Wethink itis
important to have this general theoretical overview of how these broad concepts are related. Itis
then time that we move on to more specific theoretical questions.

First, in order to understand the role of trustworthiness, networks and institutionsin
coping with collective action problems, one needs to identify diverse collective action problems.
The problemsinvolved in providing public goods differ from those involved in using a common-
pool resource (see E. Ostrom, Gardner, and Walker, 1994). Considerable variation exists within
common-pool resource problems depending on the scale, extent of storage, and variability of the
resource (Blomquist, Schlager and Tang, 1994). The type of rules used effectively to cope with
one problem may not be effective in coping with others (National Research Council, 2002). The
number of people involved, their heterogeneity in regards to assets as well as preferences,
whether there is a common understanding of the problem they face, the extent of overlap of the

problem with either network structure or the jurisdiction of an institutional arrangement, all can
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have an effect on how specific attributes of trustworthiness, networks, and institutions affect
actions and outcomes over time.

Most likely there are complicated causal relationships among these three sources of trust.
Creating, modifying and terminating institutions are higher-level collective action problems
(Kiser and Ostrom, 1982) that may or may not be solved given a heterogeneous mixture of
preferences and the collective choice or constitutional choicerulesin use. Thelevel of
trustworthiness affects the viability, quality, and the effectiveness of particular institutional
arrangements and network structures. The possibility of forming wider and denser socid
networks beyond immediate family and work relationships and the truthfulness of the
information floating through the network channels may also depend on the level of

trustworthiness of people (Dasgupta, 2002; Krishna, 2002).

FIGURE 2. Forms of Socia Capital and Collective Action: A Simple Causal Model

Forms of
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Affect Trustor’sbelief || CO/lectiveAction
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On the other hand, networks may do more than provide additional incentive for
behaving cooperatively to selfish individuals. Asthe indirect evolutionary game models show,
the availability of information on transaction partners’ typesis critical for the survival and spread
of trustworthy preferences (Ahn, 2001; Gith, Kliemt, and Peleg, 2000; Heiner, 2002). If that is
the case, there is a causal direction from network to trustworthiness as the quote from Putnam in
Section | implies. For now, however, we refrain from elaborating this complex causality, but,
instead, treat the three sources as parallels. (For further discussion of the dynamic causalities of
trust, trustworthiness, and networks, see Ahn, 2002).

Figure 2 summarizes asimple version of causality between the three forms of social
capital, beliefs and behavior of individuals in a collective action situation, and political and
economic consequences. The critical difference between the two approaches to social capital is
whether or not trustworthiness is recognized as an independent, instead of epiphenomenal,
reason for behaving in areciprocal manner, and, thus, abasisfor individuals' beliefs that a
significant proportion of others would reciprocate once entrusted. The diagram of Figure2isa
view that considers trustworthiness as at least an independent source of such behavior and

beliefs.

V. TRUST AND TRUSTWORTHINESS

The frequent appearance of such concepts as trust and trustworthiness in the two
approachesto socia capital hides their underlying differences. We do not propose that thereis
one “correct” way of using these concepts. But the criticisms that the entire conceptual scheme
of social capital istoo ambiguous will not decrease unless social capital theorists make it clear

what they mean by trust and trustworthiness. Hardin is one of few scholars with clear position on
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this matter, though his “reductionist” position is different from ours. Consider the following
guote:

... [lJtisthe high level of trustworthiness of peoplein my network that generates
this benefit [from mutual cooperation]. Moreover, their trustworthinessis, on the
encapsulated-interest account, the results of their having an interest in being
trustworthy toward those with whom they have ongoing interactions that are
beneficial and are likely to continue to be. ... More generally, what seemsto
concern most of the writers on social capital is such networks of relationships, so
that one might call their social capital ‘network’ or ‘interpersona’ capital.

(Hardin, 2002: 84)

Hardin isright in saying that trustworthiness, not just trust, is a core form of
socia capital. But notice how his understanding of trustworthiness differs from ours. For
us, trustworthiness refers to a person’ s preference that makes the person reciprocate even
in the absence of networks or institutional incentives to do so. Hardin, on the other hand,
uses the term trustworthiness to refer to a behavioral tendency to cooperate, which in turn
isrooted in structural incentives. We agree with Hardin that structural incentives
facilitate cooperation. But we think that individuals' intrinsic values are an independent
reason for behaving cooperatively. Therefore, we prefer to reserve the term
trustworthiness primarily to refer to such nonselfish motives.

The almost exclusive emphasis on structurally-induced incentives, rather than the
genuine trustworthiness of people, seemsto explain Hardin's dismissal of the idea of “general
trust.” General trust, borrowing Y amagishi’s (2001: 143) definition, is a baseline expectation of

others' trustworthiness.'® We add, not necessarily reflecting Y amagishi’s view, that the

generalized trust reflects the average level of trustworthinessin a society. If trustworthinessis

12y amagishi’ s discussion of trust focuses of its relationship with social intelligence; a higher level of social
intelligence allows a person to entertain a correspondingly higher level of trust. This view seemsto approach the
view that considers trust asindividual’s disposition. What is not clear in Y amagishi is whether a person’s default
expectation of others' trustworthiness also reflects the objective level of trustworthiness of others.
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primarily an effect of networks and ongoing relationships, as Hardin argues, it truly is difficult to
conceive of “general” trust or “average” level of trustworthiness. Then again, social capita itself
ismore or lessirrelevant beyond the confines of a network. But if one acknowledges that among
multiple communities of acomparable size, from villages to nations, the average trustworthiness
of people may differ and it affects the way collective action problems are solved across
communities, the concept of general trust and the underlying general trustworthiness become
quite meaningful. Socia capital can then become a useful rubric to refer to them along with
other cooperation-enhancing factors for a society.

The potential of modern, market economies and democratic political orders make it
imperative for the individuals to deal with others beyond the confines of intimate relations and
close networks. Rather, the very condition for a successful market economy and democracy is
that avast number of people relate in atrustworthy manner when dealing with others — many of
whom do not know one another and cannot incorporate repeated interaction or a network — to
achieve collective actions of various scales. Many of these relationships can properly be
characterized as a single-shot situation, or one that is repeated a very small number of times. The
establishment and maintenance of such social relationships depends on the trustworthiness of
people that cannot be explained away by the incentives provided by the structure.

We think that a key aspect of trust is the belief about others' intrinsic motivation —
trustworthiness. Putnam’s (2000: 136) “thin trust,” or Rahn and Transue’s (1998:545) “social, or
generalized trust,” that gives a stranger the “benefit of doubt,” agree with our view of trust.
However, outside the experimental |aboratory, it is difficult to measure the marginal contribution
of trust in this sense in the formation of one’ s expectation of other’s behavior. It isusually a

configuration of the intrinsic motivation, the surrounding social structure, and the possibility of
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rule enforcement that influences an individual’ s decision whether or not to reciprocate when
trusted. A trustor’s expectation of trustee' s behavior also takes into account this configuration of
factors. Ahn (2002) proposes to restrict the term trust to beliefs of others’ reciprocal behavior in
situations in which incentives alone are not enough to induce such behavior among selfish
individuals. Whether or not to reserve trust only for pure motivation is an issue worthy of debate.
But we think it is quite awkward to use trust to refer to an expectation of others cooperative

behavior that is entirely based on the knowledge of the selfish incentives others face.*®

V. FUTURE SOCIAL CAPITAL RESEARCH

Similar to the joke about an adult hearing the definition of “prose,” and confessing that he
had not known that he had been speaking prose for so long, empirical studies of socia capital
have been undertaken for along time by researchers who did not know that their research related
to this concept. Animportant question raised by critics is whether the concept of socia capital
adds anything important to our discourse as social scientists — or whether we are just as well off
studying trust and trustworthiness, networks, and institutions without linking them in atheory of
social capital.

One can only answer this with the social scientist’s favorite phrase — it depends. Severa
reasons exist for the importance of linking the studies of separate forms of social capital together
in a broader theory. One of them has to do with theories of development. For most of the past
five decades, scholars and public officials have viewed investment in physical capital —roads,

power plants, dames, and factories — as the essential missing factor in development. Hence

%3 The reservation to call such belief trust is also echoed by Gambetta (1988: 224), who asks “Why should we bother
about trust at all when cooperation can be generated by other means? One solutionis ... concentrating instead on
the manipulation of constrains and interest ...”
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bilateral and multilateral donors have alocated billions of dollars to supply the “missing capital,”
thought to be essential in kick-starting development in the poorer countries of the world.

Recognizing that institutions, networks, and trustworthiness are also forms of capital has
changed the discourse (and some of the action) for donorsin more recent years. World Bank
studies show that investment in physical capital makes the most positive difference in societies
where effective political and economic institutions exist and the level of trustworthiness and trust
ishigh (Dollar and Easterly, 1999; Dollar and Svensson, 1998). Viewing institutions as aform
of capital hastwo consequences. First, it increases the importance of building strong institutions
in the view of some analysts. Second, the time dimension involved in building institutionsis
emphasi zed when one sees this effort as building aform of capital.

Further, recognizing that diverse concepts and entities are related to one another in a
more general theoretical framework does not reduce the importance of studying the individual
parts. Scientific understanding has advanced both by digging into the particulars as well as by
linking what has been viewed as unrelated processes and entities into a more general theory.
Given the diversity of social dilemmas that exist in all societies, developing better theories of
how individuals overcome some of these problemsisamajor contribution. Why do some people
in some locations overcome the temptations involved and garner higher levels of benefits, while
others find themselves mired in an absence of coping mechanism, or worse, in escalating
conflicts in which collective action within a group is directed primarily toward harming others?
Ostrom (2001) lays out an initial theory addressing these questionsin regard to overcoming
collective action problems related to the long-term use of common-pool resources.

For many purposes, research on individual forms of capital should be encouraged

whether or not the research is self-consciously linked to a broader concept. Entire sub-fields
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have focused productively on questions related to diverse types of physical infrastructure without
aways tying back to the general theory of capital formation. Similarly, studies of aternative
forms of education are valuable whether or not they tie back to the theory of human capital
formation. Since there are multiple forms of all kinds of capital — research related to specific
forms of capital can be one way of growing useful knowledge.

It is also useful to recognize that socia capital researchers share some common problems
with all scholarsinterested in capital. One of these isits measurement! Some scholars have
criticized social capital research for the difficulty in getting good measurements of it. Thisis
indeed amgjor problem, but not one that is unique to social capital as contrasted to physical or
human capital. For all types of capital, it is easier to measure a particular form of capita as
contrasted to measuring its value at a particular time and place.

When abusiness firm first acquires a new physical plant, for example, theformis
measured in regard to the plant’s physical size, capacity and location in relationship to a market.
Thislooks easy. But, assigning avalueto aphysical plant turns out to be a non-trivial problem.
One method of assigning value is using the nominal cost of the investment as the “value” of the
plant. If, however, afirm has paid substantially more than the market value for a new plant, the
“value” of this asset on the books may enable a corporation to give an entirely false pictureits
business health. As we have seen recently, the rules related to accounting practicesin the United
States have not served to encourage honest practices among the management of some of the
country’smajor firms. Thisis leading to amajor declinein the trust of investors as they have
exited the stock market in droves. (This would make an interesting study of the impact of
institutions on trustworthiness and consequently on trust and eventually on economic

performance as sketched in Figure 2.)
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The relationship between the social capital aspect of amodern corporation and its on-
going value has been atopic examined by institutional economists since the days of Commons
and Veblen. The social capital of amodern corporation is called its“good will.” The valuation
assigned to the good will of a going concern has been subject to major legal battles ever since the
concept of acorporation as alega personality with standing in the courts has evolved
(Commons, 1968). Commons explained the relationship between institutions (working rules),
the presence of good will, and the value of a going concern:

That which holds the going concern together is these two sets of working rules affording

an expectation of a gross income to be obtained jointly while it is being distributed

among the members. Thisforecast is based upon business connections, patronages,
goodwill, built up in the past and expected to continue or enlarge in the future aslong as
the working rules continue. If the expectation fails, the immortality fails. Whilethe

expectation continues, the corporation is a‘going concern’. (Commons, 1968: 145)

The two sets of working rules (institutions) referred to by Commons are the internal working
rules of the corporation itself and the external rules that define the rights and duties of external
public officials in their relationships with a private corporation. Commonsis basically asserting
that whether a firm continues to solve collective action problems (“an expectation of gross
income to be obtained jointly”) depends on two sets of working rules (management rules and
external rules), the trustworthiness of the members of the enterprise, its network of connections,
and whether its products are valued by its patrons more than their costs. Without these attributes,
the corporation no longer solves a collective action problem and fails. Social capital is not
immortal and depends on all of these causal factors continuing to work effectively in an ever-

changing environment. At the time of failure, determining the value of various capital

components of afirm is extremely difficult and the subject of many court cases.
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What is essential in the conduct of future research related to social capital isthat we pay
close attention to the meaning of the various components of social capital, especially when doing
large-scale statistical studies. While the aggregate measures of generalized trust and other group
attributes obtained by large-scal e surveys have frequently reported positive relationships with
aggregate economic performance (Knack and Keefer, 1997), these types of studies have received
some important criticisms related to the problems of identifiability (Durlauf, forthcoming;
Manski, 2000). One hasto be very certain that the group attribute that one has chosen as a proxy
measure for socia capital is not so related to other group-level variables that one cannot sort out
whether social capital or some other group variable is the relevant cause of arelationship.

Further, responses to survey questions on trust have not proven to be good predictors of
individual cooperative behavior in experimental dilemma situations. Ahn et al. (forthcoming)
conducted a survey using the same questions used repeatedly in the General Social Survey. One
month later, they recruited a subset of subjects to undertake a one-shot PD experiment. Using a
logit model, and regressing the decision to cooperate on dummy variables for game and player
type, aswell asthe trust measure, they found no systematic significant coefficient for any of the
survey responses.

In an ambitious study of the relationship between responses to survey questions and
behavior in experimental settings, Glaeser et al. (2000) developed an extensive instrument that
also included the generalized trust questions repeatedly used in national surveys. In their
experiments, the standard attitudinal questions generally did not predict subject choices when
they were the first player in atrust game. Rather, those questions were more successful in
predicting the trustworthiness of the second player. Further, they found that measures of a

respondent’ s past trusting behavior performed far better than the attitudinal questionsin
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predicting trust and trustworthiness in the experiments. Experimental research will be one of the
important methods used more heavily in the future to explore the relationship between various
forms of social capital as they impact on behavior in social dilemma situations (see E. Ostrom
and Walker, forthcoming; Eckel and Wilson, forthcoming; Y amagishi, forthcoming; McCabe
and Smith, forthcoming).

While there are many problems involved in developing better empirical measures of
diverse forms of socia capital, encouraging signs indicate that research in thisfield is
progressive in nature. Effective criticism and responseisasign of heath. Further, scholars are
using multiple theoretical and empirical tools to examine social capital and its consequences.
The authors of this paper recently participated in the 2002 Public Choice Society meetings. One
of the authors served as a discussant of a panel titled “ Social Capital.” The four papers presented
to the panel included one very mathematical work on network effects of economic transactions,
one on experimental work on trust and cooperation, and two using various survey datato
statistically test the relationships among several variables related to social capital. The strength
of social capital research lies precisely in this diversity of methods and subjects.

It isnow more or less agreed upon that the overarching substantive concern of social
capital researchersisthe political and economic performances of human communities at different
scales. But what provides the common theoretical thread to this diversity? We believe that we
have made, in this paper, a case for the co-devel opment of second-generation collective action
theories and social capital research that pays attention to the cultural as well as the economic
aspects that enable a“society” of two persons or of much greater size to cope with the social

dilemmas pervading all life.
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